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WHAT AMERICA CAN LEARN FROM 
EUROPEAN BANKING 

ADDRESS DELIVERBD BEFORE THE AMERICAN ACADEMY OP POLITICAL AND 
SOCIAL SCIENCE AT PHILADELPHIA, DECEMBER B, 1 9 10 

ONLY three or four years ago most of us found our- 
selves in a country where business was conducted 
by ctuious methods. It was a large and prosperous coun- 
try whose people had long prided themselves upon their 
achievements in business and upon the superiority of 
their commercial and financial equipment, yet, singu- 
larly enough, in all of the leading cities of the country 
coin and legally authorized currency circulated at a 
premium, while the usual means of pa3mient were in- 
convertible notes issued without any sanction of law by 
banks, railroads, mining companies and other firms. At 
the time of which I write, conditions had reached such 
a state of demoralization that any one who had a pay- 
ment to make and felt so inclined, issued notes instead 
of paying cash. These notes in a majority of cases 
offered no promise of immediate redemption; in the case 
of some issues they frankly stated that they would only 
be repaid when the issuers deemed it advisable; in other 
cases they stated that due notice of redemption would 
be given in the daily papers; occasionally they purported 
to be pa}rable to Richard Roe or John Smith, or some 
other fictitious character; but ordinarily they were 
launched with the simple statement that they would be 
received by their issuers and certain other affiliated firms. 
I made a collection at that time of nearly two hundred 
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different varieties of this peculiar currency and as the 
occasion will probably never again occur when such a 
collection of private, illegal, irredeemable paper money 
can be made in any highly developed country, I antici- 
pate that my collection will not improbably become in 
the future an object of curiosity and value. I have sev- 
eral times had occasion to show samples of the collection 
to Eiuropean bankers, and have found that they excited 
much curiosity, for nothing like them has been seen 
elsewhere than in this coimtry during the greater part of 
a century. 

There were no less than twenty-five thousand banks 
in the country imder consideration, but the majority of 
them had suddenly curtailed the facilities which they 
usually extended to the public. It was in the autmnn 
months just as bountiful crops, vastly exceeding in 
amount those of any other coimtry in the world, were 
being brought to market, but on account of the pecul- 
iarities of the banking system these crops could only 
be marketed with the greatest difficulty and at a heavy 
loss. The 25,000 banks were so singularly imrelated and 
independent of each other that the majority of them 
had simultaneously engaged in a life and death contest 
with each other, forgetting for the time being the soli- 
darity of their mutual interest and their common re- 
sponsibility to the community at large. Two-thirds of 
the banks of the country had entered upon an inter- 
necine struggle to obtain cash, had ceased to extend 
credit to their customers, had suspended cash pajonents 
and were hoarding such money as they had. What was 
the result? During a season when nature was offering 
plentiful harvests, farmers and dealers in produce were 
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refused credit to handle their crops at the very moment 
when credit was indispensable, and when they had every 
reason to expect that it would be granted. Farm prod- 
ucts had to be sold imder pressure and often at great 
loss. The owners of factories which had hitherto been 
working overtime were for a similar reason obliged to 
force collections, reduce their working force, and lessen 
their output. The jobbers demanded immediate pay- 
ment and the retailers called for settlement from their 
customers. Merchandise, machinery, and raw materials 
had to be sacrificed, and all kinds of property, even 
real estate, shrank to a fraction of its former value. 
Railroads which had been running to their utmost capac- 
ity suddenly foimd themselves burdened with idle cars. 
Thousands of men were thrown out of work, thousands 
of firms went into bankruptcy, the trade of the coimtry 
came to a standstill, and all this happened simply be- 
cause the credit system of the country had ceased to 
operate. 

Such singularly crude forms of inconvertible paper 
money and such general disorganization in the banking 
arrangements an uninformed foreigner would doubtless 
assume must have been the result of a disastrous war. 
He would imagine that such a situation coidd only have 
arisen as news of defeat after defeat had terrified men 
out of their reason and made them despair of the sur- 
vival of law and government, but this was not the case. 
There was no disastrous war, nor had there been any 
threat of war. There was not the remotest hint of 
political revolution, nor were there disruptive labor 
troubles. There had been no conflagrations or national 
catastrophes. There was no explanation of the condition 
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of the country's business in the political, industrial and 
physical events of the time. 

Unfortunately it is not necessary to mention the name 
of the country whose discreditable conditions I have 
been describing. No property holders in America would 
mistake the description for a picture of conditions in 
Central America or the Philippraes, however glad he 
might be to be able to do so. We do not regard the 
United States as still undeveloped in most respects, or 
as poorly equipped with the institutions and arrange- 
ments of civilization, and yet the collapse of our cur- 
rency and banking arrangements which I have described 
was not a unique experience in this coimtry's history. 
Similar conditions have occurred here before not infre- 
quently and they have similarly been without any visible 
cause. In 1893, and twenty years before that, in 1873, 
and intermittently diuing the earlier phases of the coun- 
try's history, as well as in 1907, a majority of the banks 
have suspend^ pajmients, inconvertible and illegal paper 
money has taken the place of coin and legal tender and 
the exchanges and business of the coimtry have been 
brought to an abrupt and disastrous halt. 

Yet in none of the leading coimtries of Europe during 
the past himdred years, except in periods of war and 
revolution, has there been any such general collapse of 
credit and general suspension of the banks as that which 
I have been describing. In England one has to go back 
to the period of the Napoleonic wars to find such a pre- 
mium on money as was witnessed in this country in 
November and December of 1907. In Germany no such 
suspension of pa3mients and premium upon money has 
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occurred since the German Empire was fotrnded, nor, 
so far as I know, among the German states for a long 
time before. In France, even during the troubled years 
from 1870 to 1873, when the coimtry was overwhelmed 
with one catastrophe after another, including the war 
with Prussia and the Commune and the payment of the 
Great Indemnity, the premium on coin was only on one 
occasion as high as was the premimn on money in New 
York for several months in the quiet autumn of 1907. 

I do not mean to imply that there has not been in these 
countries an tmceasing alternation of trade activity and 
trade relaxation. There have been fat years and lean 
years in every country ever since Adam delved and Eve 
span. Nor do I mean to imply that there have not been 
great failures of banks and business firms of all sorts. 
They will not cease to occur until hmnan honor and 
himmn judgment and knowledge cease to have boxmds. 
In Great Britain powerful banks have failed, like the 
firm of Overend Gumey in 1866, the bank of Glasgow 
in 1878, or the Baring Brothers in 1890. In France great 
banking firms have gone to the wall, such as the Union 
G£n6rale in 1882, and the Comptoir d'Escompte in 1899. 
In Germany there have been great financial bankruptcies 
like that of the Leipziger Bank in 1901. The essential and 
impressive fact, however, is this, that upon all of these 
occasions there has been leadership and the situation has 
been kept firmly in hand; there has been no infectious 
panic, and no general rout in which innocent and guilty 
alike were crushed to earth; the failures in each of these 
cases have been confined for the most part to the persons 
and firms who had been responsible for previous excesses. 



It was on account of tHis striking contrast between ex- 
periences here in America and conditions abroad that the 
National Monetary Commission, in tmdertaking its in- 
vestigation of possible means for improving the credit 
arrangements of this comitry, began by examining the 
banking institutions, customs and regulations of the 
leading countries of Europe. If among other people, in 
most respects not imlike ourselves, financial panics do not 
occur and the credit systems maintain themselves intact 
in the face of stress and strain, then the reasons for that 
difference require examination. In the smnmer of 1908, 
shortly after the appointment of the commission, several 
of its representatives visited England, France and Ger- 
many, the three countries of Europe in which conditions 
most closely resemble our own, examining their banking 
systems by personal interviews with the directors and 
managers of the leading banks and arranging for the 
preparation of papers and monographs by the leading 
authorities of those coimtries. Since then representatives 
of the commission have also been deputed to investigate 
the banking systems of most of the other leading coun- 
tries, including Canada, Scotland, Belgium, Sweden, 
Switzerland, Italy, Russia, Mexico and Japan. 

In all of these coimtries the liveliest interest in the work 
of the commission was manifested. It was borne in upon 
us time and again that our problem was a world problem, 
and that Exirope and the rest of the world had suffered 
from the consequences of the American panic of 1907 
only slightly less than America herself. I remember an 
interview in London during the summer of 1909 with 
a representative of the Bank of Sweden, who told us 
how even in his coimtry, which seems to be fairly dis- 
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connected from our own, business had suffered long and 
heavily from the American panic of 1907, and I recall 
also in this connection a despatch from Signore Luzzatti, 
now Prime Minister of Italy, whom we had invited to 
prepare a paper upon banking conditions in Italy, and 
who cabled back that he would be very happy to contrib- 
ute to the work of the American Monetary Commission, 
upon which, as he believed, the monetary peace of the 
entire world depended. 

For two years the commission has been collecting ma- 
terial concerning the banking systems of the more im- 
portant coimtries. The leading financial editors, bankers, 
government officials and university professors in Europe 
and America, and even in the Orient, have contributed to 
the commission's publications, which constitute a library 
of more than forty volumes. The publications of the Na- 
tional Monetary Commission thus furnish an unparalleled 
opportimity for those who are interested in American fi- 
nancial problems to make a comparative study of condi- 
tions and experiences here and abroad. The public and 
Congress are equipped to-day as they have never been be- 
fore in the case of any other great problem, with the most 
expert knowledge which the whole world has to offer. 

Already the contrast between American and European 
banking organization is beginning to be widely imder- 
stood, and the arrangements are being discussed which 
differentiate banking in Europe from banking in America, 
and which help to explain why the great countries of 
Europe have been so free during the greater part of a 
century from the banking collapses with whidi we are 
still afflicted. 
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The banking systems of no two European coimtries 
are identical. Each has grown out of the peculiar condi- 
tions of its own past, and yet beneath the detailed peculi- 
arities which differentiate one system from another there 
are certain broad outlines which are conunon to all. 

(i) The banks of all European coimtries present a much 
more coherent organization than our own. In no other 
country has individualism in banking gone so far as in the 
United States, with its 25,000 banking institutions, each 
acting for itself and without any organic relation with the 
rest. In every other coimtry there is some sort of an in- 
stitution wl^ch forms a conmion bond between the banks, 
which, because of its preponderant capital and resources, 
its relations to the government or Its peculiar privi- 
leges, is able to render peculiar services for them and 
which exerts a controlling influence over their activities. 
It holds their reserves; it clears their mutual accounts 
not only within the same dty, but between different 
cities; it furnishes an ever-ready and unfailing market for 
their best commercial paper, very much as the stock ex- 
changes furnish a market for stocks and bonds. When 
credit expands too actively at certain times or in certain 
places its influence is directed to impeding the advance. 
If, on the other hand, on account of catastrophes or con- 
tingencies which could not have been foreseen, the banks 
in a given locality find themselves in difficulties, it renders 
assistance imtil the strain is relaxed and confidence re- 
stored. The functions and the details of the great Euro- 
pean banks differ from one country to another, but they 
coincide in rendering invaluable services to the banks, 
and through those banks to their respective commimi- 
ties. In every case they perform an important fimction 
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in providing at all times facilities for the exchange of 
money and credit between different localities, thus ren- 
dering impossible such cessations of domestic exchange 
as are frequently witnessed in the United States. In 
every case they serve as depositaries for the greater part 
of the reserves of the banks, thus economizing and render- 
ing effective the otherwise idle cash of the individual 
banks in the same way that those individual banks render 
active and effective the cash which would otherwise lie 
idle and useless in the pockets or safes of their customers. 
By thus furnishing an immense reservoir of available 
money these European institutions provide their com- 
munities with vast resoiu-ces of lending power to which 
resort can be made in moments of pressure or disturb- 
ance. Finally, these institutions, through the practice of 
rediscount, furnish to the banks an agency for making 
available in times of need those sterling assets in the form 
ofjfirst-class commerdalpaper, which in the United States 
at such times can find no market and can only be trans- 
lated into cash when they matiure. 

In America we have frequently in times of panic been 
forced to imitate these European institutions by tempo- 
rary expedients. The operations of our clearing houses in 
1893 and 1907, and in earlier crises, were fimdamentally 
like the ordinary functions of the great banks of England, 
Germany and France. With the banks as customers the 
clearing house associations made loans on collateral, re- 
discoimted notes and made the reserves of all the banks 
available for each other in practically the same way as do 
the great national banks of Europe under usual conditions. 
In^two respects, however, our ingeniously contrived 
makeshifts were ineffective. First, being organized only 
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under the pressure of an emergency, and after the situa- 
tion had akeady become acute, they were quite unable 
to forestall the collapse, and, second, even when the banks 
of a given locality were able through such contrivances to 
transform their commercial paper into partially liqxiid 
assets available for the settlement of local balances, they 
were still without any means of settling balances between 
different cities. Thus in each successive panic we have 
witnessed the disgraceful spectacle of the banks in differ- 
ent cities endeavoring to fortify themselves at the expense 
of banks in other localities, with a resulting general col- 
lapse of exchange and wide-spread suspension of pay- 
ments, a condition of affairs which could not really be 
conceived of in any country of Europe. 

(2) In the general treatment of reserves the banking 
arrangements of European countries differ fundamentally 
from our own. Their reserves are far more available, 
mobile and alive. Our national banking law differs from 
the banking laws of all other coimtries in requiring a pro- 
portionate minimum of cash to be held in useless and in- 
violate idleness against all deposits. This rigid and im- 
reasonable requirement has been copied in greater or less 
degree in the banking laws of our states, but it has no 
coimterpart elsewhere in the world. It fixes an imcom- 
promising limit to the expansion of loans and discoimts, 
prevents the banks from extending their credit when it is 
most needed and deserved, and so inhibits the reserves 
of the banks from really serving as reserves. The reserves 
of European banks are much more effective than our own 
own, however, for the further reason, to which allusion 
has already been made, that in European countries most 
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of the cash aside from the till money is left in the custody 
of the central institution, and can therefore be better ad- 
ministered to serve the fluctuating demands of particular 
seasons and different localities than it possibly could be 
when in the custody of thousands of separate firms. 
Moreover, as the banks in those coimtries are accus- 
tomed to consider the balances held for them by their 
central institutions as equivalent to cash actually held 
in their own vaults, when a bank requires larger reserves 
because of increasing credit demands it can easily effect 
such increases by transferring to the central institution 
some of its commercial paper or bills receivable in ex- 
change for an increased balance upon the books of the cen- 
tral institution. The reserves of European banks are thus 
peculiarly mobile, not only because the law prescribes 
no rigid minimum, but because they are consolidated, and 
above all because the banks are able at any time within 
reasonable limits to transform any solvent assets into 
available reserve funds. 

(3) Another respect in which the drift of the world's 
banking legislation has been in a different direction from 
that of this country concerns the matter of note issue. 
The tendency of note issue regulations in every other 
country is toward concentration in its control. In France 
the Bank of France for more than sixty years has been 
the sole note-issuing institution; in England the Bank 
of England has for decades issued all but a fraction of 
one per cent, of the outstanding notes; in Germany there 
remain only four note-issuing banks aside from the 
Reichsbank; while within quite recent years in Italy, 
Switzerland, Sweden and Japan the note issue privilege 
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has likewise tended to be placed in the hands of a single 
institution. The importance of the question of note issue 
has, doubtless, been much exaggerated in most coimtries 
and with the modem development of deposit banking 
and the greatly preponderant use of checks in making 
payments, the question of the proper regulation of the 
issue privilege, which was formerly the principal problem 
in banking legislation, has ceas^ to have the importance 
which it used to conunand. Nevertheless the coincidence 
of the world's experience in the treatment of note issue 
is too complete to be accidental and without significance. 
It seems to suggest that concentration in note control 
offers better opportimities than decentralized control for 
adaptation of currency supply to currency demand, for 
strong control over credit expansion, and for wise and 
immediate relief in times of emergency or unsettlement. 

Such are some of the features which are common to the 
banking systems of aU the important coimtries of Europe. 
It would of course be preposterous to suppose that we 
in America can solve our banking problem in the same 
way that any other coimtry has solved it. It would be 
equally imreasonable in seeking a solution for our own 
difl&culties to overlook those arrangements which belong 
to the banking systems of all other coimtries and which 
are absent from our own. It would, doubtless, be con- 
sidered imwise for this country to establish an institu- 
tion like the Bank of Russia, owned and controlled by the 
Government, and it would, doubtless, be deemed equally 
unwise to consider the creation of a vast institution like 
the Bank of England, which is not in any way subject 
to governmental examination, regulation or control. It 
is also unlikely that oiu: people would ever be willing to 
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establish in this country an institution like the Bank of 
France or the Bank of Germany, which would perform 
many of the functions that the ordinary banks perform, 
and which would compete with existing institutions (and 
for these and other reasons few would endorse any attempt 
to revive such institutions as the old First and Second 
Banks of the United States). But in view of our continued 
proneness to financial troubles and the striking contrast 
of Europe's long-standing immunity from them, it is only 
reasonable that we should carefully examine such feat- 
ures as are common to the banking S3rstems of all other 
coimtries and as we lack, and that we should consider 
the possibility of devising a plan for equipping oiu* own 
banking system with the most valuable of these features. 
In doing so we are only limited by the consideration that 
any proposed changes must be thoroughly consistent with, 
and must naturally grow out of, our own peculiar tradi- 
tions and conditions. 
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THE ESSENTIALLY AMERICAN SOURCES OF 
THE PROPOSED BANKING LEGISLATION 

ADDRESS DELIVERED BEFORE THE INDIANA BANKERS* ASSOCIATION 
AT INDIANAPOLIS OCTOBER, 24, I9II 

IF one were to ask of the bankers of the country why 
we need banking legislation and what such legislation 
ought to prevent or to provide, it would be only natural 
to expect a wide diversity of replies, but among them 
all there would be a unanimous concentration of opinion 
in regard to two of the desiderata of an improved system. 
First, every one would agree that some means ought to 
be found to prevent the general banking collapses which 
now recur decade after decade with almost astronomical 
periodicity, and; second, every one would also agree that 
some way ought to be found to meet with less strain the 
seasonal fluctuations in business activity, to which a 
coimtry as largely agricultural as ours is inevitably 
addicted. 

Those who by study, or travel, or business relations are 
acquainted with the financial history of England, France, 
Germany or the other developed coimtries of Europe, 
know perfectly well that such suspensions of banking 
operations as we have experienced in this coimtry twice 
within the past two decades have had no counterpart in 
Exuropean experience for nearly a century, and that all 
of those attendant conditions, such as the issue of in- 
convertible and illegal notes, the premiums upon lawful 
money and the cessation of domestic exchanges, which 
have been so familiar in panic years to all Americans, 
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are regarded with wondering curiosity by the bankers 
and finandal observers of other countries. Our pride in 
the reputation of our country and oiu* interest in its 
development alike demand that we find a means of escape 
from the "panic." 

We unquestionably need also such a revision of oiu- 
banking arrangements as will enable them to respond 
more freely to temporary variations in the demand for 
currency and for commercial credit. The recurrent fluctu- 
ations of to-day lead inevitably during the slack season 
to the diversion of a considerable amoimt of our bank- 
ing resources into the call loan market of our financial 
centers and their utilization as a basis for stock market 
transactions. And so, in the busier agricultural and com- 
mercial seasons, when these loans are withdrawn to meet 
the increasing demands of business, there follows regu- 
larly financial distress in the money markets, with heavy 
sacrifices of security values, while farmers, traders and 
business men are confronted with oppressive borrowing 
rates in other parts of the country. Arrangements must, 
therefore, be provided which will prevent the alternate 
accmnulation of money in and withdrawal of money 
from financial operations, which will meet more adequately 
the varying demands of industry, agriculture and com- 
merce, and which will ensure greater stabiUty m money 
rates in agricultural and industrial operations as well as in 
the money markets. These are the fimdamental require- 
ments for legislation about which every one would be 
agreed. We must prevent the recurrence of financial panics 
and must mitigate the seasonal monetary stringencies. 

Now there are certain deficiencies in our banking ar- 
rangements which are generally reputed to be the cause 



of these intermittent maladjustments, and these deficien- 
cies maybe grouped imder three heads, as they concern the 
reserves, the note circulation and the general banking 
organization respectively. Most financial students have 
called attention to the impossibility of mobilizing and ef- 
fectively using our banking reserves under present laws 
and have agreed that we ought to get free from the present 
unserviceable dissipation of reserves among 25,000 differ- 
ent institutions, and from the imtouchable minimum now 
required by our national and state banking laws. Some 
one has compared our method of holding bank reserves to 
the mediaeval system of fire protection in which every one 
of many thousand families in a large city kept its own 
cistern of water, and the crude futility of that system in 
suppressing an incipient blaze has been contrasted with 
the effectiveness of the modem system in which the whole 
city's supply of water is pooled in a common reservoir, 
connected by conduits with every part of the city. Under 
the mediaeval system there is no possibility of mobilizing 
the supply for the relief of a particular situation, whereas 
under modem conditions the aggregate reserves are 
made available for every locality, and can be effectively 
used to extinguish a local blaze before it becomes a gen- 
eral conflagration. This illustration, strikingly apt as it 
may seem, does not suggest the whole enormity of our 
present banking conditions. For under our actual reserve 
system not only are the reserves distributed over 25,000 
disconnected and widely scattered receptacles, but, what 
is even more preposterous, the law actually and explicitly 
forbids any use of them. They cannot be legally used, 
no matter what may be the threatening catastrophe. 
It is beyond argument, therefore, to any one who exam- 
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ines American conditions, that we must adopt some plan 
for reorganizing our reserves and for making them legally 
usable. 

Practically all banking authorities also agree that the 
facilities of our banking system for preventing panics and 
mitigating stringencies are greatly hampered by our bond 
secured currency. It came into existence as a means for 
floating government bonds during the Civil War, not pri- 
marily as a currency measure, and it has proved wooden 
and imresponsive, increasing and decreasing in amount 
according to the prices of government bonds or their 
quantity outstanding, and never in response to the chang- 
ing demands of business. It is generally agreed therefore 
that the business of note issue ought to be reorganized 
on such a basis that credit in the form of notes will be 
better able to expand and contract in answer to the needs 
of trade. 

In recent years, and especially since the panic of 1907, 
it has also been very generally contended that with our 
25,000 independent banking institutions we need more 
connecting machinery between the banks in order to en- 
sure the maintenance of proper banking standards in 
normal times, and to afford mutual support in times of 
trouble. This opinion has been widely reflected through- 
out the coimtry in the agitation for various compulsory 
systems of mutually guaranteeing bank deposits. In cer- 
tain of the larger cities it has taken the form of an agi- 
tation among the associated banks for the mutual en- 
forcement of certain standards in regard to reserves, 
reports and examinations. The disgraceful struggle of 
the banks for cash in 1907, accompanied as it was by a 
general suspension of payments on their part and a gen- 
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eral stoppage of exchange between different parts of the 
country, furnished abundant evidence of the need for 
better organization. 

These are the most important criticisms of our banking 
system, that, on account of its lack of real reserves, re- 
sponsive note issues and coherent organization, the sys- 
tem is imable to deal with seasonal or emergency fluctu- 
ations in business. It is also criticised, however, on vari- 
ous other accoimts not related to these broader issues. 
There are, for instance, frequent complaints that our fed- 
eral laws prevent the national banks from engaging in 
certain useful forms of banking. Those who are interested 
in the betterment of our trade in South and Central 
America, and in the Orient, complain that our merchants 
are now hampered by the absence of banking facilities in 
those coimtries imder American auspices, such as are en- 
joyed by the merchants of other important coimtries; and 
many have further contended that our national banks 
are unnecessarily handicapped, as compared with state 
chartered institutions, by their inability to operate sav- 
ings departments, to lend on real estate and to perform 
other fimctions which to-day are performed by the banks 
and trust companies of most of the states. Most students 
of the subject also agree that the great inequalities in 
credit facilities and in borrowing rates in different parts 
of the country could be mitigated by the authorization 
of bank acceptances and the ensuing creation of commer- 
cial paper of established standards and national market- 
ability. 

Such are some of the widely recognized and far reach- 
ing questions presented for consideration in framing 
monetary legislation. 



Now, a word as to method. However men may differ 
as to the appropriate solution of these questions, one fact 
is clear, that any changes to be made in our financial 
structure must be founded on American traditions and 
experience. Every one agrees that it would be impossible 
to reconstruct our banking system on the model of any 
other country. We may find arrangements in the banking 
organization of other countries which we lack and which 
can be added to our own organization with advantage and 
without inconsistency, and we can well afford to examine 
carefully the experience of Wder countries with the end in 
view of discovering such arrangements, but it would be 
visionary, indeed, to suppose that we could raze the 
constructions and growths of more than a century and re- 
build upon another plan. We must accept our traditions, 
recognize existing conditions and build upon them. 

In the tentative proposals now before the Monetary 
Commission an effort has been made to meet the recog- 
nized deficiencies in our banking system upon this prin- 
ciple. Means have been devised to prevent banking 
panics, to ensure iminterrupted domestic exchanges, to 
curtail the lending of bank resources to the stock market, 
to mitigate seasonal stringencies, to get rid of the inflexible 
bond secured currency, to make the reserves flexible and 
available to promote more careful mutual scrutiny among 
the banks, and to provide arrangements for their mutual 
support, without, however, curtailing or seriously modify- 
ing existing institutions. The means are to be provided 
by merely extending the use of certain banking arrange- 
ments and practices which have already been tried in 
this coimtry locally and intermittently. 
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Ever since the first association of banks was organized 
in New York City in the early fifties for the purpose of 
clearing their mutual accounts, the principle of associa- 
tion among banks for their mutual benefit has steadily 
developed and extended throughout the country. In 
i860 the associated banks of New York in a period of 
stress instituted the method of pooling their reserves and 
established a committee for the temporary rediscount of 
their obligations, and in successive periods of financial 
difficulty since then, this system of temporarily equip- 
ping clearing house committees with powers to rediscount 
paper and to lend on collateral to the member banks has 
assmned larger and larger proportions and has become 
more and more general. In 1907, in practically every 
city of coromercial or financial importance in every part 
of the country, committees of the associated banks were 
organized to rediscount and reloan to the banks upon their 
collateral, and to liquefy their assets by the issue of cur- 
rency for which the ba^ were mutually responsible. 

This device of organizing temporary "bankers' banks'' 
in particular localities, which has been ingeniously utilized 
in past emergencies and which has served on such occa- 
sions to prevent the complete stoppage of business and ex- 
change, forms the basis of the plan now under discussion. 
But the device as it has been employed in the past has 
always proved deficient in several important respects, 
for which provision has now been made in the tentative 
proposals. Hitherto, the organization of clearing house 
committees with banking powers has only been effected 
after panics have gotten into full swing, and so they 
have been able only to palliate, but not to prevent them. 
Moreover, the assmnption of banking fimctions and the 
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issuance of currency by these committees has meant the 
the exercising of powers to which the associations were not 
legaUy entitled, and from which, in most cases, they were 
distinctly prohibited by law. But, most important of 
all, there has existed no national association which could 
ensure, in periods of strain, the continued settlement of 
balances between different parts of the coimtry, and the 
iminterrupted distribution of currency and credit accord- 
ing to the needs of trade. There is still lacking a perma- 
nent legal national institution to perform the fimctions 
which have hitherto been tardily, illegally and locally 
attempted xmder great stress by hastily contrived make- 
shifts. 

Out of the accumulated experiences of the successive 
panics of the last fifty years, accentuated as they were in 
1907, has thus arisen the plan of a national association 
of all the banks which would be ready at all times with 
legal authority to perform those fimctions for the banks, 
not only of a particular locality, but of the country as 
a whole, that in past emergencies have been illegally 
performed by the local banking conunittees for their 
particular members, an association which could render 
the reserves of each of the banks mutually available for 
all, which could rediscoimt for them according to their 
several needs, which could furnish them with currency 
or credit as required, and which could thus ensure for 
the future the iminterrupted continuation of cash pay- 
ments and of loans and discoimts by all solvent banks, 
and the continuance without break of inter-city exchange. 
The proposed plan in its main outlines is only a perpetu- 
ation, legalization and nationalization of the ingenious 
but illegal and local makeshifts of the past. 
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At the same time, the system of local banking commit- 
tees to pass upon and mutually guarantee the paper ""' 
oflEered by individual banks, which the clearing houses 
have made familiar in times of panic, is retained and de- 
veloped in the proposed plan, which provides for the 
organization of local associations of banks in all parts 
of the coimtry to perform these functions and such other ^ 
fimctions as the clearing house associations of to-day per- 
form. The recent adoption of new functions on the part 
of many clearing house associations in the way of requir- 
ing publicity of reports and the maintenance of reserves 
by their members and the appointment of mutual exami- 
ners, has also suggested the adoption of similar methods 
on the part of associations of banks everywhere look- 
ing towards the local maintenance of banking stand- 
ards, and the organization of co-operating agencies of the 
proposed national association. 

The changes in our banking system proposed in the 
suggested plan are thus a natural outgrowth from the 
experiments of the associated banks in our principal 
cities. The validity of the proposals is reinforced, how- 
ever, by the fact that the drift of American experience 
in these respects coincides with the traditions and ar- 
rangements common to the banking systems of prac- 
tically all of the more important coxmtries of the older 
world. The National Reserve Association, with its affili- 
ated local associations, though developed out of our own _ 
conditions, and organized upon a distinctly American 
model of representative government, is designed to 
perform for our banks services analogous to those per- 
formed for banks abroad by such institutions as the Bank 
of England, the Bank of France, and the Reichsbank. ' 
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Like them, it is to hold the reserves of the other banks, to 
take over their privileges of note issue, to serve as their 
agents for rediscount and mutual clearing, their source of 
relief in time of trouble. Like them, too, it is to serve as 
the depository, disbursing and fiscal agent of the Govern- 
ment. Only instead of a great independent bank, dis- 
tributing large dividends to its stockholders, and dealing 
with the public as well as the banks, there is contemplated 
for this coimtry a banking federation without transferable 
stock, rigidly restricted in its earning powers and con- 
fined in its operations to dealings with its members. And 
instead of a hierocratic organization, partially managed 
or owned by the Government, with control imposed from 
above or outside, we have here proposed a volxmtary 
association with a system of organization drawn upon the 
same federal representative and decentralized outlines as 
characterize our political government. 

I have spoken of the plan of organization of the Re- 
serve Association as resembling our political structure. 
It is based upon the same principles and very closely 
parallels the form. First of all the banks of particular 
localities are to be organized into local associations in 
which a majority of all the local banks choose a ma- 
jority of the directors without regard to their individ- 
ual capital and resources. Next come the district associ- 
ations or branches of the Reserve Association, in which 
a majority of the local associations select a majority of 
the directors, again without reference to their individual 
importance. Above them all is the Reserve Association 
itself, in which a, majority of the directors are similarly 
elected by a majority of the district associations, and 
then finally a majority of the directors of the Reserve 
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Association elect a majority of the executive commit- 
tee and furnish the list to the President, from which he 
must select the governor and deputy governors. It is the 
American method of federal representation transferred 
from politics to business, providing a system of admin- 
istration as free from the possibility of local or private 
control as is our national government itself. The Reserve 
Association is thus in form, as in function, essentially 
an evolution out of American experience. 

If the proposed measure is adopted, it is practically 
demonstrable that the banks of the coimtry will never 
again be obliged to suspend cash payments, or to cease 
lending and discounting, or to issue illegal and irredeem- 
able money, xmless it be in the remote contingency of a 
foreign invasion or a civil war, for the banks will always 
be able to transmute their sound commercial paper into 
cash or immediately available fimds through the instru- 
mentalities which the plan provides. It is inconceivable 
also that exchange between different cities should ever 
again be interrupted, for the banks can settle their mutual 
balances through the books of the Reserve Association. 
Business will, imdoubtedly, still be subject to a periodical 
ebb and flow, and the collapse of mismanaged imdertak- 
ings wiU cause distress in the future, as it has in the past, 
but the business fluctuations of the future will be graduad 
like the movements of the tides, rather than, as in thl, 
past, like the floods resulting from a broken dam, ane 
the failures of the future will be local and restricted in 
their consequences to those who have been guilty of un- 
healthy practices, and not like infectious epidemics. 

If the plan is adopted, the violent and extreme varia- 
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tions in lending rates which we have been accustomed to 
experience ahnost annually in the diiSerent seasons will be 
much curtailed. It will no longer be necessary or profit- 
able for the banks of the rest of the coimtry to lend their 
auxiliary reserves on call in the New York market during 
the slack months in order to provide themselves with ade- 
quate cash reserves in the periods when the currency 
demand increases. With the Reserve Association in exist- 
ence, banks can obtain ready cash at any time by offering 
their short time commercial paper for rediscoimt, and the 
ordinary commercial paper which grows out of the trans- 
actions of farmers or traders or manufacturers will become 
as quickly convertible an asset as call loans on stock ex- 
change collateral are to-day, and with ordinary commer- 
cial paper made by these means as liquid as call loans, it 
will, imquestionably, be preferred by the banks for their 
auxiliary reserves because in ordinary times it will yield 
a higher average return. Thus, if the Reserve Association 
plan is adopted, we may expect for the future a larger 
market for the short time obligations arising out of com- 
mercial transactions, and a somewhat more restricted 
market for stock exchange collateral, and we may also ex- 
pect somewhat lower rates for commercial paper and a 
somewhat higher average of rates for call loans, while for 
both we may expect greater stability than has ever been 
known before. At the same time, the proposed legal re- 
quirement that the discoxmt rates of the Association shall 
be uniform throughout the coxmtry will exert an equalizing 
influence upon all lending rates, and will certainly tend to 
lower the rates in those parts of the country where they 
are now chronically high. 
If the plan is adopted, our banking reserves will for the 



first time become flexible and mobile. The existing re- 
quirements for a fixed proportion of the reserves to be 
held against deposits will be alleviated by the provision 
that banks may coimt as reserves their ledger balances 
with the Reserve Association, and so may increase their 
reserves in time of need by the rediscoimt of their com- 
mercial paper with the Association. At the same time, 
the pooling of a large proportion of the bank reserves with 
the Association will render those reserves vastly more 
effective in meeting any extraordinary need in any locality 
or in suppressing any incipient disturbance before it has 
culminated in a general loss of confidence. 

If the plan is adopted, we shall at last get rid of the bond 
secured currency, the extinction of which has been an 
ideal of monetary students for several decades, but the 
achievement of which has thus far been prevented by what 
seemed to be insuperable obstacles. The removal of the 
circulation privilege from more than seven himdred 
millions of two per cent, bonds which the banks now hold 
as collateral for their notes, if it resulted in a reduction of 
their value to an investment basis, would cause a loss of 
several himdred millions to the banks, or, if it resulted in 
a refimding of these bonds upon a higher interest basis, 
would cause a loss of upwards of seven million dollars 
annually to the Government; and one of the most ingenu- 
ous features of the proposed plan is the arrangement by 
which these apparently inevitable alternatives have been 
avoided. The bond basis for our note circulation is to be 
brought to an end without loss to the banks, and the two 
per cent, bonds are to be refimded into three per cent, 
bonds without loss to the Government. Under the pro- 
posed plan the Reserve Association will take over the 
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responsibility for the outstanding bank notes, and at the 
same time will take over the two per cent, bonds, but in 
order to avoid embarrassing the Association at the outset 
by holdings of seven himdred millions of two per cent, 
bonds which for the future, being deprived of the circula- 
tion privilege, would lack any available market, it is pro- 
posed that the Government ref imd these bonds into three 
per cents, so that the Association can dispose of them from 
time to time on the market. At the same time the Govern- 
ment is to be protected from any increased expenditure 
on this account by the levy of a tax on the Reserve Asso- 
ciation of one and one-half per cent, per annimi on the 
total amount of the bonds so long as the bonds remain 
outstanding. The net cost to the Government, therefore, 
upon this refunded issue of three per cent, bonds will be 
only one and one-half per cent., or exactly what it is to- 
day on the two per cent., since the banks now pay back 
one-half per cent, on the bonds when used for note circula- 
tion. And at the same time, the banks wiU be enabled to 
dispose of the bonds at par, and the business of the coun- 
try will be freed from present encumbrances resulting from 
the circulation privileged bonds. 

If the plan is adopted, the interests of our foreign trade 
will be looked after by the authorization of banks with fed- 
eral charters, which shall have branches in foreign coim- 
tries, but which shall be prevented from intermingling 
domestic business with foreign operations through a pro- 
vision that they shall not receive deposits in this country, 
nor perform other fimctions than those necessarily in- 
volved in the conduct of their foreign business. In order 
that our ordinary national banks may not be altogether 
barred from participation in this business, and yet may 
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be safeguarded from jeopardizing their own deposits by 
such participation, provision is made to allow ordinary 
national banks to hold stocks in such foreign banks to a 
limited proportion of their own capital. 

If the plan is adopted, the demand for a greater recog- 
nition of mutual responsibility among the banks will be 
provided for by the organization of local associations of 
banks all over the coimtry which will assist the National 
Reserve Association in maintaining banking standards by 
passing upon much of the paper which the banks may 
present to the National Association for rediscoxmt. 

Finally, if the plan is adopted, the demand that 
National Banks be given some of the privileges now en- 
joyed by the other institutions will be met by the pro- 
visions in the proposed plan distinctly arranging for the 
organization of savings departments in national banks, 
and the lending of a portion of their savings deposits 
upon mortgages, and especially by the privilege extended 
them of holding time deposits without reserve except for 
the thirty days previous to their maturity. 

The monetary plan now before the coimtry thus at- 
tempts to provide for most of the important recognized 
deficiencies in our banking system. It intends to do away 
with panics, to prevent seasonal stringencies, to curtail 
stock market speculation, to make notes and reserves 
more responsive to business needs, to offer new facilities 
for foreign trade and domestic agriculture and to ensure 
the maintenance of higher bankmg standards. It wiU re- 
sult in a much more effective utilization of the note circu- 
lation, of banking reserves and of banking resources. It 
will result in rendering the banks of greater service to 
industry, agriculture and trade, and of correspondingly 
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less service to stock speculation. It wiU tend to redis- 
tribute the country's money and credit where it is most 
needed, and will divert our banking more and more from 
finance to industry and trade. 

And most of these results will be accomplished by 
merely establishing on a permanent legal and national 
basis arrangements which the American banks have in- 
geniously contrived in many places and upon many 
occasions in the past. It will render permanent expedients 
which have hitherto only been brought into existence in 
emergencies. It will make it possible to do legally what 
the American banks have heretofore been obliged to do 
without the sanctictti of law. It will provide a national 
institution in place of local makeshifts — an institution as 
essentially American in form of organization as it is in 
purpose and function. 
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THE RELATION OF THE NATIONAL RE- 
SERVE ASSOCIATION TO THE TREASURY 

ADDRESS DELIVERED BEFORE THE AMERICAN BANKERS* ASSOCIATION 
AT NEW ORLEANS, NOVEMBER 21, I91I 

ONE of the merits of the Reserve Association plan is 
that it contemplates the complete withdrawal of the 
Federal Government from the banking business. Ever 
since the Government was organized, it has midertaken 
to carry on banking operations m some form or other; 
first, as part owner of a great commercial bank; then, 
when that experiment seemed imsuccessful, and for the 
last seventy years, as the custodian of its own vast 
revenues and checking accoimts, and, finally, during the 
last half century, as the exclusive manager of that branch 
of banking which has to do with the issue of circulating 
notes. No other important commercial coxmtry, at least 
none of the coimtries of Western Europe, has attempted 
for several generations to engage in government banking 
in any of these forms, either as owner or partial owner of 
a commercial bank, or as maintaining a separate deposi- 
tary for its own fxmds, or as handling the issue and re- 
demption of bank notes. 

Our Government has long since ceased to participate in 
the ownership of commercial banks, and among the multi- 
tudes of proposals for banking legislation, sane and in- 
sane, with which the country has been flooded during 
recent years, I have yet to see the first suggestion that 
it should attempt a repetition of the banking experiments 
of its early decades. We need not, therefore, devote time 
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to considering the idea of a government owned bank. 
There is no danger of Congress ever again considering 
seriously the revival of a United States bank. Our Govern- 
ment still continues, however, to act as its own banker,, 
and still continues to monopolize the note issuing func- 
tion of our entire banking system, and with regard to the 
maintenance of both of these conditions there are serious 
groimds for objection. 

First, in regard to the effort of the Government to serve 
as its own banker. 

No other government in the world is so ill adapted as 
ours to act as its own banker. Under governments with 
responsible cabinets, such as exist practically every- 
where else, the machinery is provided for a balanced 
budget and an approximate equivalence of revenue 
and expenditure. Such governments are not confronted 
with alternating and impredictable surpluses and defi- 
cits, and even if their funds were entrusted, as in this 
coimtry, to an independent treasury, there would result 
no such haphazard and disturbing withdrawals of money 
from the banks and from circulation or equally upsetting 
reinjections of money into the currency as have occurred 
here from time to time. In our government system, how- 
ever, we have neither the machinery to ensure a balance 
between income and outgo, nor even a serious purpose to 
attain such a balance. Under our peculiar methods, one 
pair of Congressional committees prepare the bills for 
raising money, while another independent and much 
larger group of committees prepare the bills for spending 
it, and no individual or committee is seriously charged 
with the duty of adjusting the balance between them. 
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Moreover, our revenue measures have ordinarily been 
framed with other considerations than raising revenue in 
mind, while not infrequently the appropriation bills have 
reflected little or no regard for the coxmtry's income. In 
certain past years we have been confronted with a deficit 
amoimting to over a himdred million of dollars, in other 
years with a surplus of like proportions; and the effect 
of these vagaries in our budget, if the independent treas- 
ury had been consistently maintained, would have been 
a corresponding addition to or deduction from the coun- 
try's currency without the slightest regard for the de- 
mands of business. 

In the face of such a situation, with revenues and ex- 
penditures seesawing in alternate surpluses and deficits, 
successive secretaries of the Treasury diuing the last 
decade and a half have seen fit to largely qualify the 
independent treasury as a depositary of the Government's 
working balance and have adopted instead, as the only 
possible alternative, the deposit of a considerable pro- 
portion of the general funds with particular banks. In 
pursuing this policy, they are still hampered at every 
turn by a hodge-podge of outworn laws; but what makes 
the S3^tem really objectionable is the fact that it inher- 
ently involves injustice and inequality in the treatment 
of different banks. To name one instance of the fettering 
effect of outgrown laws, imder present legislation the 
Treasury is in the anomalous position of holding large 
balances with banks in the larger cities where there are 
sub-treasuries without being able to draw upon these 
accoxmts to make expenditures. In fact, though during 
the last ten years we have held on deposit with such 
banks anjn/^here between $10,000,000 and $150,000,000, 
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we have been obliged, under existing laws, to transfer 
these funds from the banks to the sub-treasuries before 
checking against them. The banks, in other words, have 
enjoyed the full use of the money during the greater 
period, and in most cases are still doing so without pay- 
ing interest, while the Treasury has been obliged to bear 
the expense of handling it. Another anomaly under the 
present law is that customs revenue cannot be legally 
deposited with the banks in any sub-treasury dty. 

But even if these anomalous provisions of the law were 
straightened out, the system would remain objectionable 
because of the inevitable discrimination and inequality 
which results from the selection of particular banks as 
depositories. We have at present 423 regular depositories, 
and 939 so-called "temporary depositories." (The latter, 
having been the recipients of substantial simis in the 
days when the Treasury enjoyed a surplus, are to-day 
reduced to a nominal holding of $1,000 each). All of these 
institutions enjoy the distinctive privilege of advertising 
on their doors, in the press, and on their circulars and 
stationery, the fact that they have been designated 
"United States Depositories," thus conveying to the xm- 
instructed the false impression that they have been se- 
lected because of the peculiar assurances of safety, or of 
credit, which they oflFer. Yet, as all bankers know, the 
1,362 institutions selected as United States Depositories, 
are no more worthy of confidence or of distinctive prefer- 
ence by the Government than the 5,969 other institutions 
under federal charter, nor are they so regarded by the 
Government. Moreover, among- the 423 active deposito- 
ries, the Treasury's authorized balance varies from $25,- 
000, in some institutions, to $1,200,000 in others, and 
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these differences, though of considerable financial impor- 
tance to the banks concerned, as is evidenced by the im- 
portunate demand for such balances on the part of 
bankers and their Congressional representatives, cannot 
in the very nature of the case be adjusted between the 
banks upon any basis of equity. The government bal- 
ances must be primarily distributed according to the lo- 
calities in which revenues are collected or disbursed. Try 
as we will in the Treasury to temper our business re- 
quirements with considerations of equal treatment of the 
banks, inequalities in abundance are boxmd to persist. 
Even in the same cities sometimes there are national 
banks with government balances of nearly a million, side 
by side with other national banks of equal size without 
any government fxmds at all. The very system involves 
imwarranted discrimination between banks which are de- 
signated depositories and those which are not, and among 
the depositories it involves inequitable distinctions be- 
tween those which are regular and those which are tem- 
porary, and between those with large and those with 
small balances. It means selection, means imavoidable 
favoritism, means appeals from Congressmen and Sena- 
tors, means complaints and criticism. The whole system 
is wrong. 

It is highly important, therefore, that the monetary 
plan now before the public proposes a mechanism by 
which, on the one hand, the Government's hap-hazard 
surpluses and deficits can be prevented from affecting 
any serious alterations in the currency supply, and by 
which, on the other, the manifold injustices and discrim- 
inations, as between banks which are inherent in the pres- 
ent system of handling government fimds, can for the 
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future be completely eliininated. If the plan is adopted, 
the Government's general funds and all future revenues 
wiU be deposited with the National Reserve Association, 
and the annual disbiursements, amounting to a billion or 
more of dollars, will be made through that institution and 
its branches. The government accimiulations will thus 
be kept at the continuous disposal of all the banks and 
through them in the iminterrupted service of the public, 
and never again need the government balance serve as a 
disturbing factor in business, or as a source of inequitable 
discrimination between the banks. 

Second, in regard to the activities of the Government 
in the management of note issue and redemption. 

Ever since the Civil War, or for nearly half a century, 
the issue of circulating notes, which in every other leading 
coxmtry has been regarded as an essentially banking 
function, exclusively appropriate to the banks, has in 
the United States been treated as an exclusive function of 
the Government. In Great Britain, so far as I am aware, 
the Government has never issued any notes except the in- 
terest bearing exchequer bills, which have never served 
as means of payment and which can scarcely be classed as 
circulating notes. In France the Government has issued 
no notes since the fateful period of the assignats and the 
mandats in the eighteenth century. In Germany the 
imperial goverment has issued no notes since its estab- 
lishment, except the very imimportant amoxmt of treas- 
ury notes emitted at the foundation of the Empire in re- 
demption of certain obligations of the preceding r^ime. 

The American Government similarly, for three-quarters 
of a century after its lamentable experience with Colonial 
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and Revolutionary currency, abstained from further in- 
cursions into the credit field and, except for momentary 
relapses during the War of 1812 and the war with Mexico, 
issued no fiduciary money. It was the dire extremities 
of the Union Government during the Civil War which led 
to a reversal of this policy, and it was the prolonged 
duration of the war and its consequences which gave the 
reversal a momentiun that has continued to the present 
day. Both the greenbacks and the so-called national 
bank circulation were credit devices intended to provide 
the Government with means to prosecute the war. Both 
were, and continue to-day, the equal obligations of the 
Government. With the greenbacks, the Government bor- 
rowed directiy from the people; with the bond-secured 
so-called bank note currency, the Government borrowed 
indirettiy , the banks lending to the Government in tiie first 
instance, then being allowed to borrow an equivalent 
amoimt from the people under govermnent guarantee. 
The two S3rstems of currency are alike objectionable, 
because the conditions of their increase or decrease have 
only to do with the balance between the Government's 
revenue and expenditure and have no relation whatever 
with the needs and qualifications of the coxmtry's busi- 
ness for circulating media. In their ultimate analyses, I 
find littie difference in this respect between the system of 
fiat government money , represented by the greenbacks and 
the so-called bank currency that the Government issues 
to any bank which offers government bonds as collateral. 
It means, in either case, that the currency increases when 
the Government has to borrow and decreases when the 
Government repays its debts. In either case, it opens a 
tempting and precarious way, by which a weak govem- 
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ment can enter upon undertaMngs for which it is not 
financially prepared at the risk of inflating the currency 
and undermining business credit. 

It is doubtless upon some such accoimts as these that 
the great European coimtries have long since abandoned 
the government issue of notes and have, without excep- 
tion, avoided the American system of indirectly issuing 
government notes by allowing their issue in substitution 
for deposited government bonds. 

The circulating notes, like the circulating ledger bal- 
ances or deposit accoimts, ought to be part and parcel of 
the credit machinery of a coimtry. They are not essen- 
tially or even naturally related to government finance. 
The amoimt of circulating notes, which is needed and 
which can be safely issued, is not a multiple or coefficient 
of the Government's need for revenue, but depends upon 
the general character and trend of business, upon the 
quantity of standard or lawful money available as a basis 
for credit and upon the extent to which credit in other 
forms is already in existence. Of aU of these factors in 
their various relations at any given moment, neither 
Congress nor any executive department of the Govern- 
ment is likely to offer the most expert judgment. They 
are factors requiring for their just appraisal the most 
experienced and the most disinterested financial opinion 
based upon the widest relations with banks and business 
throughout the country, and it is to such expert deter- 
mination, rather than to the Government or to the in- 
dividual bankers, that the extension or diminution of the 
note credit of the coimtry ought to be entrusted. 

Now, it is to just such authority that the control of 
note issue is relegated in the suggested plan. The Govern- 
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ment is to be taken out of the business of note issue, at 
least in so far as the greater part of the fiduciary issues, 
the bank notes, are concerned; and these issues are to be 
permanently divorced from their present illegitimate 
relations with the government bonds. 

I shall not attempt to treat here of the details of the 
plan of this divorce. It is already well known how the 
National Reserve Association is to take over the note 
issue and the bonds from the national banks, how the 
Government is to refimd the two per cent, bonds into 
three's, and how the Reserve Association is to pay a sort 
of alimony for fifty years after the divorce has been 
effected. The net result of all these arrangements is this: 
that the coimtry will get forever rid of the unscientific, 
unresponsive and dangerous government bond-secured 
currency; that the note circulation will once more become 
an integral part of the credit machinery imder carefully 
framed legislative safeguards and imder the most expert 
and most dismterested management which the banking 
commimity can provide; that the banks will be able to 
dispose of their artificially valued bonds at par; that the 
Reserve Association will hold these bonds on such a re- 
fimded investment basis that it will be able to dispose of 
them from time to time without probable loss; and, 
finally, that the Government will, without additional 
expense, be able to refimd $700,000,000 of its debt for 
fifty years at a net interest charge of only one and one- 
half per cent, per anmma. 

So two of the important activities of the Federal Treas- 
ury will be transferred under the suggested plan from 
the Government to the Reserve Association: first, the 
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handling of the government funds and their disburse- 
ments; and, second, the issue and redemption of bank 
notes. This will effect great changes in the Treasury 
administration, and will make possible great economies 
to the Government. The adoption of the plan will make 
it possible to dispense with the nine sub-treasuries, and 
with much of the work relating to them in the Treasury 
in Washington. As for the trust fimds of the Govern- 
ment, the gold and silver held against certificates, and 
the 150 millions in gold held against the greenbacks, such 
of these funds as are now held in the sub-treasuries can 
be transferred to the mints and the Treasury in Wash- 
ington, or they can be deposited in the vaults of the 
Reserve Association and its branches, to be held there 
intact and inviolate as trusteed moneys. Of course, the 
vast majority of our trusteed gold (940 out of 1,140 
millions) and silver (346 out of 489 millions) is already 
held in the mints and assay oflSces and the Treasury in 
Washington. We hold, however, a considerable amount 
of gold in the sub-treasuries at Chicago (84 millions), 
San Francisco (32 millions), New York (33 millions), and 
St. Louis (27 millions), and a considerable mmiber of 
silver dollars in the sub- treasury in New York (81 mill- 
ions). This could be transferred to the neighboring mints, 
or to the Treasury in Washington; but if, as is quite 
within the range of possibility, the Reserve Association 
were to rent from the government the sub-treasury build- 
ings in New York and San Francisco, and the sub-treasury 
oflSces in other cities, the custody of the fimds now in 
these buildings and oflGices could be transferred under 
proper safeguards without disturbing their location to the 
Reserve Association, acting as trustee. 
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The elimination of the sub-treasuries from the expenses 
of the Government will involve economies of perhaps a 
million dollars. The appropriations for salaries in the sub- 
treasuries for the year 191 2 amoimt to $S3S>39o, all of 
which might be saved in the future. To this should be 
added most of the appropriation for the division of pub- 
lic moneys, which, during the current year, amoimts to 
$30,660 for salaries, and most of which could be dispensed 
with, also $170,000 for contingent expenses, practically 
all of which could be dispensed with, as well as expendi- 
tures of between $30,000 and $40,000 annually in the 
cash room of the treasurer's office. If we take accoimt of 
the rental value of the sub-treasury buildings in New 
York and San Francisco, and of the space in federal 
buildings now occupied by sub-treasury offices in Balti- 
more, Boston, Chicago, Cincinnati, New Orleans, Phila- 
delphia and St. Louis, all or part of which might be 
rented to the Association or devoted to other purposes, 
we can estimate an aggregate annual saving to the Gov- 
ernment from the elimination of the independent treasury 
of approximately a million dollars. 

The f lurther f imctions which the Reserve Association 
may assume later in serving as the fiscal agent of the 
Government need not be considered now, but it is quite 
probable that it will eventually prove expedient also to 
transfer to this institution much of the machinery con- 
nected with the handling of the public debt and the in- 
terest payments thereon which now belongs to the divi- 
sion of loans and currency, to the register's office and 
to the loans division of the treasurer's office, and that 
important further savings may be possible to the Govern- 
ment. 
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In the transfer to the Association of the business of 
bank note issue and redemption, the Government will 
aflfect further important savings. It is, of course, im- 
possible to say how soon imder the suggested plan the 
issue of notes by individual national banks would come 
to an end. The fact that the Reserve Association only 
offers to take over the two per cent, bonds at par during 
the first year of its existence, and the fact that the notes 
of the Reserve Association would soon come to have a 
kind of standard quahty the world over, preferable even 
to the government secured national bank notes, would, 
doubtless, cause the majority of the national banks to 
transfer their bonds to the Reserve Association and to 
deposit money for the retirement of their own notes 
within the first year. On the other hand, it is altogether 
probable that among the 7,000 national banks there 
would be many, especially of the smaller banks, which 
would cling with pride, even at the risk of financial sacri- 
fice, to the individual circulation and, undoubtedly, even 
if money were deposited for the retirement of all bank 
notes, it would require several years to effect their com- 
plete retirement. In the mean time, some machinery for 
redemption will probably have to be continued in the 
Treasury. The British Government in 1844 took steps 
to restrict the issue of bank notes in England to the Bank 
of England, and yet there still exist some seventeen small 
note issuing banks aside from that institution. The Ger- 
man Government in 1875 ^^^^ steps towards the transfer 
of all note issue to the Reichsbank, yet there still remain 
four note-issuing banks in Germany. It is not unlikely 
that in this country note issue by a certain nmnber of 
banks would continue for many years, xmless directly or 

[48] 



• 



t 



indirectly interfered with by legislation. Possibly an 
insistence upon the banks bearing all of the expenses 
of preparing the notes would help in facilitating the trans- 
ition. But probably sooner or later it will be necessary 
to increase the tax on individual bank circulation in order 
to effect its extinction. Until such legislation is obtained, 
the Treasury wiU have to maintain some limited machin- 
ery for issue and redemption. Assuming, however, that 
the vast majority of the individual bank notes will be 
retired abnost immediately, a very large saving will be 
possible to the Treasiuy. During the present year the 
Treasury has been involved in annual expenditures in 
connection with the bank notes as follows: — 

In the Division of Loans and Currency: 

For distinctive paper $57,000 

For handling this paper 2,600 $59,600 

In the Bureau of Engraving and Printing: 

For engraving plates $5^47 1 

Printing of notes 541416 546,887 

In the Office of the Comptroller of the Currency : 
Issue Division $34,880 34,880 

In the Treasurer's Office: 
Loans Division, about $12,000 12,000 $653,367 

The transfer of the business of issuing and redeeming 
national bank notes to the Reserve Association would, 
therefore, result in a saving to the Government of about 
$650,000 annually, and the aggregate annual saving from 
the elimination of the remnants of the independent treas- 
ury and of the national bank circulation would be in the 
neighborhood of $1,700,000. 

It would be premature at this time to attempt to add to 
this figure an estimate as to the amount which the Gov- 
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eminent will receive from the Reserve Association in 
taxes and surplus profits, but this, undoubtedly, will be 
reckoned annually in the millions. 

And so the Treasury will save upwards of 17 hundred 
thousand dollars per year, and will receive profits of sev- 
eral millions more, in ridding itself of two branches of 
activity for the conduct of which it has always been ill 
equipped and which it ought never to have assumed. One 
of these, the bank note circulation, was only imdertaken 
as a measure of war, but has lagged on superfluous for a 
half-century thereafter; the other, the independent treas- 
ury, though it has been on the statute books a longer time, 
really collapsed years ago, and for at least a decade has 
only maintained a limping existence. We shall see them 
both go with benefit to the country and profit to the 
Government. 



